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Milling 
A C C O U N T A N C Y practice becomes more 
complex as education and experience 
provide with a widening interest and en-
larged fund of knowledge relating to ac-
counting, those outside of the profession 
who have to deal with business and finance 
and legal matters pertaining thereto. 
The group outside of the profession is an 
ever-increasing group. At present it in-
cludes, at least, public utilitists, industrial-
ists, commercial bankers, investment bank-
ers, economists, statisticians, teachers, gov-
ernment officials, legislators, engineers, ap-
praisers, lawyers, risk-bearers, and the 
judiciary. 
That these classes of individuals should 
have an interest in accounting is but nat-
ural, inasmuch as they have a common 
interest in capital and income, which are 
the controlling factors in the accountant's 
consideration of business affairs. But each 
class is influenced by his own concepts, by 
the concepts of his group, and by the color-
ing which is given to him by his particular 
point of view and his problems. 
The business man, having been forced by 
modern conditions, tax problems, and the 
tendencies of the times to consider financial 
data as a basis for judgment, is buffeted 
about in the tempestuous sea of conflicting 
opinion. He derives certain views from 
reading the daily papers, and, perhaps, the 
business magazines. His bankers and law-
yers may advise him along other lines. The 
appraisal companies give him ideas which 
contain an element of conviction, but which 
are not accepted by the world at large. His 
accountants truss him up, so he sometimes 
appears to think, with an assortment of 
doctrines which would be dogma if there 
were authority to enforce them. 
The accountant engaged in public prac-
tice is in much the same position as the 
business man, with respect to the prin-
ciples which govern the accounting for 
capital and income. There is no supreme 
authority to which he can turn for guidance 
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and support. No two representatives of 
other vocations agree with the accountant 
or with each other. Even governmental 
bodies which attempt to set up rational 
standards are drawn into endless argu-
ments because of the possibilities of argu-
ment offered by different points of view. 
Something of the eternal problem is seen 
in a letter reproduced below. The letter is 
from an eminent lawyer; one who has had 
no small experience in drafting legislation 
governing corporations. Although appear-
ing in spots to be somewhat caustic, the 
letter is in no sense intended to be un-
friendly. It is merely a cold-blooded state-
ment of the situation as a lawyer sees it. 
"When we talk about the capital stock, 
or capital, or stated capital of a corpora-
tion we are talking about two things: 
"1. The fund that must be contributed 
and maintained as a trading fund to take 
the place of individual liability, and 
"2. The capital, stated capital, or capi-
tal stock which operates to measure, deter-
mine, or limit the assets available for dis-
tribution by way of dividends or otherwise 
than by way of reduction of capital, capital 
stock, or stated capital. 
"There was a time when statutes gen-
erally required the fund for the protction 
of the public to be provided in cash, but 
nowadays that fund may be provided in 
money or in property, and property may 
be taken and considered at its fair value to 
the corporation. 
"If, so far as the public is concerned, a 
corporation may start in business either 
with money or property at its fair value to 
the corporation, it ought to be agreed by 
everyone that the company is required only 
to maintain a fund equal to so many dollars 
in value of property to the corporation so 
that so far as the public is concerned, I can 
see no reason why assets should not be 
written up to their true or fair value to 
the corporation. 
"If the Star Manufacturing Company 
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starts out with a capital or stated capital 
of $100,000 for the protection of the public 
and invests that money in property worth 
$100,000 to the company, the law is sat-
isfied. 
"If that property later becomes worth 
$1,000,000 to the Star Manufacturing Com-
pany, it seems a little silly to say that so 
far as the public is concerned the Star Manu-
facturing Company may not write up its 
assets to $1,000,000, but it may sell its 
assets and business to the Stellar Manu-
facturing Company, which may enter the 
assets on its books at $1,000,000. 
"And so I say that in my view every 
requirement for the protection of the public 
is satisfied so long as a corporation has 
property which taken at its fair value to 
the corporation is equal to the capital, 
capital stock, or stated capital of the cor-
poration. 
"I think my views in this respect are not 
without authority, because nearly every 
one agrees that the public is not hurt if 
assets are written up and a share dividend 
is declared. 
"Now when we come to consider capital, 
or capital stock, or stated capital as among 
the shareholders, you must admit that the 
only basis for asserting that capital must 
be maintained as among the shareholders 
is the principle that there can be no profit 
unless capital is intact, and that therefore 
dividends are payable only out of profits 
and may be paid only when capital is in-
tact. As I understand it, in the determi-
nation of the dividend fund or in the de-
termination of the profits of a corporation, 
it is necessary to reserve, first, an amount 
equal to all liabilities, and, second, an 
amount equal to capital, capital stock, or 
stated capital, and we are talking about a 
reserve when we talk about maintaining 
capital. 
"I cannot see any sense in saying that 
the assets must always be taken at their 
original value or cost, nor can I see any 
sense in saying that the profits of a cor-
poration must be determined over the 
whole period of its life. It seems to me that 
if we agree to limit dividends to profits, and 
agree that dividends may not be paid unless 
capital is intact, we still may say that the 
assets may be taken at their fair value to 
the corporation or to the shareholders. 
"There is plenty of authority in England 
for valuing assets every year to determine 
whether or not there is a profit, and this is 
done exactly as an individual or a partner-
ship might do it, and if upon such a deter-
mination, after reserving an amount equal 
to capital, capital stock, or stated capital 
there appears to be an excess or profit, such 
profit is divisible by way of dividend. 
"I may be a heretic, but I cannot see any 
inherent vice in taking assets at their fair 
value to a corporation. 
"I will admit that such a privilege might 
be abused, but it is difficult to keep men 
honest by legislation. 
"You accountants do not have heart 
failure when an asset in use is taken at its 
book value, notwithstanding the fact that 
everyone under the sun knows that it is 
worthless or practically worthless. An old 
plant can be taken at book value notwith-
standing it is out of date. 
"You accountants have invented all sorts 
of tricks and dodges to get away from your 
own rule that capital must be intact. You 
defer charges, spread losses, and the Lord 
knows what." 
Statements of the foregoing character 
are helpful in trying to work out of the 
accounting doldrums brought on by un-
ending collisions of different ideas. The 
way out, perhaps, will consist of selecting 
some research agency which will develop 
practical concepts for capital and income; 
concepts which can be accepted by every-
one concerned directly or indirectly with 
accounting. However, it should not be 
forgotten that the Supreme Court of the 
United States had enunciated some very 
helpful theory along these lines in its vari-
ous decisions relating to income tax matters 
and rate cases. Unfortunately, or fortu-
nately, depending upon one's viewpoint; 
these decisions usually have been marred 
by dissenting opinions. 
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Our friend, the lawyer, says nothing to 
which accountants may take violent excep-
tion until he reaches the point where refer-
ence is made to the determination of profits, 
to-wit: "As I understand it, in the deter-
mination of the dividend fund, or in the 
determination of the profits of a corpora-
tion, it is necessary to reserve, first, an 
amount equal to all liabilities, and, second, 
an amount equal to capital, capital stock, 
or stated capital, and we are talking about 
a reserve when we talk about maintaining 
capital." 
This view is one which accountants have 
been especially contending against, and 
with a good deal of success. If a corpora-
tion were permitted to determine the 
amount available for cash dividends upon 
the basis of periodic revaluation of assets 
and deduction of liabilities and capital, it 
might, during a period of rising prices, pay 
out in the guise of profits, millions of dol-
lars representing nothing more than esti-
mated increases in asset values. Some of 
the exponents of the paper-profit theory 
were cured of their notions last October 
and November. And, resorting to the ver-
nacular, they were not all "pikers." 
Referring to book value, accountants, in 
rearing their structure, have been loath to 
give up accomplished fact in favor of mis-
cellaneous opinion. That a corporation 
has invested its capital in a plant which 
has become out of date is neither the fault 
nor concern of the accountant who under-
takes to show how the capital is invested. 
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The burden of proving that the plant is 
out of date and worthless, or practically 
worthless, rests with those who make the 
charge. The use of an elaborate system of 
accounting for capital and income which is 
based on estimates and assumptions as to 
what the future will bring forth is beyond 
what the present-day accountant conceives 
to be his function. 
The deferring of charges and spreading 
of losses is justifiable only when the facts 
of the situation warrant an equalization of 
expense. Further, such practice has been 
forced in the past largely by the par con-
cept of capital stock which made no pro-
vision for an expense fund out of which to 
meet preliminary charges, the benefit of 
which extended over a period of years. It 
well may be that the theory of deferring 
charges has been abused by practices which 
it never was intended to cover. But, if the 
facts concerning capital investment and 
utilization are to be shown, the spreading 
of certain items cannot be avoided. 
Economists have been struggling with 
the principles of economics since the days 
of Adam Smith and John Stuart Mi l l . 
Probably it is too much to hope that ac-
counting principles will be reconciled with 
law, finance, economics, and banking prac-
tice during the life expectancy of those at 
present disturbed by the unsatisfactory 
conditions. In the meantime, those who 
make the most progress in that direction 
are those who go milling about seeking 
light wherever they can find it. 
